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Description of Business 

Since its founding in 1933, The 
AAV Companies has specialized in 
serving the consumer through the 
convenience of the vending machine. 
Today, coin-operated machines 
provide consumers with numerous 
needed and desired products and 
services. AAV's Vending/Food 
Service business ranges from the 
placement of one or more candy, 
cigarette or amusement machines 
for consumers at a restaurant, 
tavern, service station or other 
type of business; to complete feeding 
and convenience vending services 
at large locations such as hospitals, 
universities, high schools, factories, 
and government agencies. Vending/ 
Feeding services in various formats 
are offered to thousands of locations 
in Ohio, Michigan, Kentucky, 
Indiana and Florida. 

The Company's wholesale product 
distribution business is designed 
for the retailer of tobacco 
products, candies, soft drinks, 
proprietary drug items, paper prod¬ 
ucts and related goods. Customers 
include supermarkets, drug and 
convenience chains and independent 
food and tobacco stores. The 
Company provides wholesaling 
services in Cleveland, Ohio; Wash¬ 
ington, D. C.; and in South 
Western Pennsylvania. 

The Company manufactures 
and distributes nationally feminine 
hygiene products which are sold to 
the consumer through vending 
machines, which it also manufactures. 















Year at a Glance 


Years Ended February 28/29 

1977 

1976 

Sales . 

fcflg 467 ini 

<tQA UK ‘XAA 

Earnings Before Income Taxes.. 

1/782,471 

3,363,687 

Income Taxes. 

753,000 

1,547,000 

Net Earnings . 

1,029,471 

1,816,687 

Earnings Per Common and Common Equivalent Share (A). 

.82 

1.44 

Shareholders' Equity. 

19,989,933 

19,350,713 

Shareholders' Equity Per Share. 

15.84 

15.35 

Common and Common Equivalent Shares Outstanding (A) . . .. 

1,261,721 

1,260,792 

(A) Calculated in accordance with Opinion #15 of the Accounting Principles Board. 



Dividend Payments Common Stock Price Range 



1977 

1976 

Traded on the American Stock Exchange — 

Symbol AAV 

1st Quarter . . . 

... 7i 

6V4< 


1977 

1976 

2nd Quarter . . . 

... 8< 

7 t 

1st Quarter . 

. 6V4-8Y4 

3%-6 

3rd Quarter . . . 

. . . 8< 

7 t 

2nd Quarter. 

. 5%-6% 

5y«-6% 

4th Quarter . . . 

. . . 8 1 

7 < 

3rd Quarter. 

. 4 5 /8-6 3 /8 

4 s /s-5 3 /4 

Total . . . 

... 31 i 

27VU 

4th Quarter. 

. 4%-5% 

4 5 /8-8V4 



































To Our Shareholders 


1977 was a year marked by rising 
costs, extreme adverse weather 
conditions and a continuing reluc¬ 
tance on the part of consumers to 
follow traditional spending patterns 
in the face of higher prices. 

These were contributing factors to 
a disappointing year for AAV in 
which earnings declined after five 
consecutive record years. 

At our annual meeting last June, 
we pointed out that we believed 
fiscal 1977 would be a year of 
achievement for your Company but 
that we were not overlooking the 
problems which would continue to 
face all business and could at any 
point strain our ability to produce 
improvements. 

There were achievements by your 
Company in 1977 in several areas 
of service. These developments came 
about through continued reliance 
on proven methods, people and 
services, and our adherence to long¬ 
term growth plans despite short-term 
economic trends. Like many 
businesses, however, we have been 
forced to modify some plans. 

We believe that we have firm 
control over those elements of 
business which are under the direct 
guidance of the Company. 

When costs increase, as they did 
in 1977 for several major products 
and for the labor required to 
service our customers, we respond 
immediately. Intense cost pressures 
have existed for the past several years 
and we have continued to refine 
our operations to achieve a higher 
level of efficiency. We are now 
curtailing expenses which although 
necessary during earlier growth 
periods do not have a place within 
our organization today. 

In line with this, I want to com¬ 
mend so many of our employees who 
have demonstrated their under¬ 
standing of management's objectives 
and have dedicated themselves to 
long-range goals even if this requires 


short-term inconvenience on 
their part. 

Sales for the year ended February 
28,1977 of $88,467,101 were down 
from the $94,165,346 volume of 
fiscal 1976. This is the sharpest 
year-to-year drop in sales ever 
experienced by your Company and 
only the second time sales have 
fallen below the preceding year. 

As we have expressed on previous 
occasions, we intentionally eliminated 
certain sales which failed to 
meet our objectives of profitability, 
despite exhaustive efforts to make 
a satisfactory arrangement with the 
customers involved. 

Earnings for the year of $1,029,471 
or 82 cents a share were down from 
the record $1,816,687 or $1.44 of 
the prior year. Principally, this decline 
can be attributed to higher cigarette 
costs, to the unusual problems 
experienced in our December 1976 
through February 1977 fourth quarter 
as a result of dismal weather 
conditions throughout our Midwest 
and Florida marketing areas, and 
to the effect of a four-week work 
stoppage at one of our largest 
profit centers. 

Service Demands 

Higher cigarette prices traditionally 
trigger consumer buying resistance 
and this has been a continuing 
problem for the past three years as 
cigarette manufacturers repeatedly 
imposed significantly higher prices. 
There have been four major increases 
in this period, with unit sales from 
vending machines not recovering 
from one before the next was imposed. 

Even though it is impossible to 
predict when, we anticipate, based 
on past experience, that such 
sales resistance will abate. 

We know that millions of persons 
purchase cigarettes from machines 
each day and we feel that it is only a 
matter of time before the convenience 
of automatic vending again becomes 


the major factor for more consumer: 
in their choice of where they 
purchase cigarettes. 

The severe winter storms in the 
Midwest and the well-below average 
temperatures in Florida in our fourtl 
quarter compounded the pressures 
we faced from cost increases. The 
period was in no way typical nor die 
our operations during the quarter 
reflect the usual, efficient pattern 
of our business. 

Our primary concern during the 
bad weather was to give customers 
the kind of service they expect froir 
us. This meant that our routemen, 
supervisors, mechanics and office 
people had to put in extra hours to 
offset delays in shipping, receiving 
and service caused by snow-blocked 
roadways. Factories and businesses 
of all types were closed and the 
sub-zero weather throughout sub¬ 
stantially all of our service area 
forced people to stay indoors. Thus 
our machines in public locations sue! 
as restaurants, office buildings, 
taverns and service stations were 
not used as frequently. 

Businesses in the state of Ohio 
were shut down by a blizzard at 
noon on January 28. Food prepared 
and delivered to businesses that da> 
was not consumed which meant 
that we lost sales and suffered the 
costs involved in preparation, deliver} 
and return. This is but one example 
of the type of problem we faced. 

We also had a necessary but costl} 
four-week strike at our Cincinnati, 
Ohio, subsidiary during December 
and January. While customers 
continued to receive service, there 
were substantial additional costs in 
providing it. 

Looking back now on that period 
proves what we all felt at that time . . 
it was worse than anything we 
could have anticipated and chal¬ 
lenged our capabilities across the 
entire spectrum of our operations. 
We exercised control over our 










business where that control was 
possible and when such pressures as 
weather and new costs appeared, 
we altered our operations so we 
could continue to serve customers, 
recognizing the long-term importance 
of maintaining our reputation and 
integrity during difficult times. 

Hospital Specialty Development 

A major development last year 
was our entry into the manufacturing 
of sanitary napkins. Our Hospital 
Specialty Company has been packag¬ 
ing sanitary napkins for vending 
machines and selling them nationwide 
to janitorial supply firms, paper 
merchants, maintenance companies 
and restaurant suppliers for more 
than 40 years. 

As a result, we invested $200,000 
in high-speed equipment to 
produce a tabless sanitary napkin. 
The napkins are packaged for 
sale through vending machines 
and we have been shipping 
through our distribution network for 
the past several months. AAV also 
produces the vending machines 
through which this and our other 
feminine hygiene products are sold. 

Other products are reviewed con¬ 
stantly for introduction into the Hos¬ 
pital Specialty distribution network. 

Florida Expansion 

An important part of our growth 
planning is the expansion of vending 
services into new geographic areas. 
Last year we significantly increased 
our operations in Florida. 

Our initial entry into Florida was 
in Jacksonville. In 1976, we extended 
our business in Florida to Tampa, 
Clearwater and St. Petersburg, our 
first business on the west coast 
of the state. We also serve customers 
in St. Augustine and extend to 
Daytona Beach and Orlando. 

Florida offers generous opportunity 
for growth. Because it is an economy 
so heavily supported by tourism, 
we find that our vending, music 


and game machines are widely used 
in public locations such as recreation 
facilities, motels, restaurants and 
service stations. 

In Summary 

Until last year, AAV had 
established a record of steady growth. 
In many cases we were operating 
at a better level than the industry in 
general. The previous five years 
had been a period in which earnings 
rose to record levels each year in the 
face of serious economic pressures. 

Now we're geared for recovery. 
We've solved some of the problems of 
last year, we're learning how to 
accommodate others without 
adversely affecting our progress and 
we're repositioning AAV to take 
advantage of new opportunities in 
the fields of Vending/Food Service 
and Wholesaling. 

We want to give special credit to 
so many of our people who never 
wavered in their attention to their 
responsibilities last year. Their 
response confirms our confidence in 
what AAV can do in the current 
year and the future. 


Sincerely, 



Louis B. Golden 
Chairman 


Robert S. Reitman 
President 


May 24,1977 








Management's Discussion and Analysis 
of the 

Summary of Operations 


4 1977 Compared to 1976 

Sales decreased $5,698,245, or 
6%, due principally to the elimina¬ 
tion of wholesale sales which did not 
meet profit objectives. The estimated 
loss of volume from these accounts, 
which were terminated at various 
times during the year, is $8,000,000. 
This decline was offset in part by 
increased sales to other wholesale 
customers and by increases in 
vending sales. 

Cost of merchandise sold decreased 
$5,507,347, or 7.8%. The decrease 
principally reflects the reduction 
in volume of merchandise sold. 


The decrease was offset in part by 
higher costs on many of the products 
sold by the Company. Significant 
cost increases were incurred on 
cigarettes and coffee. 

Interest expense decreased $73,383, 
or 10.6%, due to lower interest 
rates prevailing during fiscal 1977 
on the Company's bank loan on 
which interest is tied to the prime 
commercial lending rate and due to a 
reduction in the average amount of 
debt outstanding throughout the year. 

Miscellaneous income declined 
principally due to the Company's 
decision to purchase new vending 
equipment rather than refurbish 
certain types of its older equipment. 
As a consequence of this decision, 
equipment was written off in the 
fourth quarter resulting in a charge 
to earnings of $92,125 before 
income taxes. 

Income taxes decreased as a result 
of lower earnings before taxes on 
income and a net increase of $25,000 
in investment tax credits. The lower 
effective income tax rate of 42.2% 
compared with 46% for the preceding 
year is due principally to the impact 
of higher investment tax credits 
applied to the reduced amount of 
income before taxes. 


1976 Compared to 1975 

Sales decreased nominally primarily 
due to the continuation of the policy 
of eliminating sales which did not 
meet profit objectives and replacing 
them with sales yielding higher 
profit margins. 

Interest expense decreased 
$136,136 or 16.4% reflecting lower 
interest rates prevailing during fisca 
1976 on the Company's bank loan 
on which interest is tied to the 
prime commercial lending rate. 

Income taxes decreased primarily 
due to an increase in investment tax 
credits resulting from increased 
equipment purchases and an increase 
in the amount of the credit from 
7% to 10%. 







Five Year Summary of Operations and Financial Position 


Years ended February 28/29 

1977 

1976 

1975 

1974 

1973 

Sales: 






Vending/Food Services . 

$39,124,662 

$39,039,800 

$40,849,231 

$40,479,164 

$37,054,148 

Wholesale. 

49,297,102 

54,999,446 

54,564,386 

51,568,319 

35,558,772 

Other . 

45,337 

126,100 

138,674 

145,418 

181,641 


$88,467,101 

$94,165,346 

$95,552,291 

$92,192,901 

$72,794,561 

Cost of Sales: 






Vending/Food Services . 

19,917,497 

20,114,069 

21,129,843 

21,829,279 

20,173,965 

Wholesale. 

44,882,412 

50,188,815 

49,814,110 

47,116,986 

32,015,936 

Other . 

4,095 

8,467 

19,095 

13,436 

12,083 


64,804,004 

70,311,351 

70,963,048 

68,959,701 

52,201,984 

Selling, administrative and other 






operating expenses . 

19,774,227 

18,469,285 

18,987,739 

17,919,697 

15,465,147 

Interest expense. 

619,541 

692,924 

829,060 

750,270 

645,455 

Income taxes. 

753,000 

1,547,000 

1,632,500 

1,374,500 

1,316,700 

Net Earnings . 

$ 1,029,471 

$ 1,816,687 

$ 1,749,798 

$ 1,690,822 

$ 1,548,185 

Earnings per common and common 
equivalent share. 

$ .82 

$ 1.44 

$ 1.38 

$ 1.32 

$ 1.16 

Cash dividends per share. 

$ .31 

$ .27 1 /i 

$ .25 

$ .21V4 

$ .20 

Current assets . 

$13,797,407 

$14,097,228 

$13,812,822 

$12,285,107 

$10,642,728 

Current liabilities. 

7,283,392 

6,439,842 

6,333,678 

7,295,646 

5,723,689 

Working capital. 

6,514,015 

7,657,386 

7,479,144 

4,989,461 

4,919,039 

Fixed assets - net. 

11,762,690 

11,262,159 

11,288,615 

11,927,817 

11,521,139 

Other assets. 

10,782,790 

10,461,337 

10,169,870 

10,055,126 

9,964,480 

Total. 

29,059,495 

29,380,882 

28,937,629 

26,972,404 

26,404,658 

Long-term debt and deferred credits 

9,069,562 

10,030,169 

11,047,951 

10,467,339 

11,203,981 

Shareholders' equity. 

$19,989,933 

$19,350,713 

$17,889,678 

$16,505,065 

$15,200,677 

Shareholders' equity per share. 

$ 15.84 

$ 15.35 

$ 14.12 

$ 12.90 

$ 11.36 

Common and common equivalent 
shares outstanding. 

1,261,721 

1,260,792 

1,266,807 

1,279,402 

1,338,637 























































































The AAV Companies 

Consolidated Balance Sheets 

February 28 ,1977 and February 29,1976 


Assets 1977 

Current assets: 

Cash (including short-term cash investments of 

$599,533 in 1976). $ 1,684,254 

Trade receivables, less allowance for doubtful receivables 

of $78,475 in 1977 and $75,672 in 1976 . 2,907,079 

Other advances and receivables. 266,289 

Merchandise inventories (note C). 6,370,773 

Advances on customer commissions, less allowance for 

doubtful advances of $50,000 in 1977 and $32,000 in 1976 . .. 1,418,099 

Prepaid expenses . 735,817 

Refundable income taxes. 415,096 

Total current assets. 13,797,407 


Property and equipment (note E): 

Land, buildings and improvements. 5,042,220 

Vending equipment. 18,446,826 

Other equipment . 3,478,891 

26,967,937 

Less accumulated depreciation and amortization. 15,205,247 

11,762,690 


Non-current advances and receivables, less allowance for 

doubtful accounts of $80,000 in 1977 and $51,100 in 1976 . 522,251 

Deferred charges . 332,477 

Cash surrender value of life insurance (note E). 380,987 

Other non-current assets. 158,237 

Intangible assets (note D). 9,388,838 


$36,342,887 


1976 


2,032,739 

3,467,447 

258,742 

6,062,836 

1,481,776 

723,585 

70,103 

14,097,228 


4,917,307 

17,246,635 

3,115,506 

25,279,448 

14,017,289 

11,262,159 


430,891 

322,815 

337,512 

131,197 

9,238,922 

35,820,724 







































1977 


1976 


Liabilities and Shareholders' Equity 

Current liabilities: 

Short-term notes payable (note E) . 

Current portion of long-term debt (note E). 

Trade accounts payable. 

Other payables and accrued expenses. 

Income taxes payable. 

Total current liabilities. 

Long-term debt (note E): 

Notes payable. 

Capitalized lease obligations. 

Less current portion shown above. 

Deferred taxes on income. 

Other non-current liabilities. 

Shareholders' equity (note F): 

Serial preferred shares without par value. 

Authorized 200,000, no shares issued. 

Common shares, no par value. Authorized 

3,000,000, issued 1,372,715 . 

Additional paid-in capital. 

Retained earnings (note E). 

Less cost of 113,837 common shares held in treasury 

Total shareholders' equity. 

Commitments (note J) and contingencies (note K) 


$ 200,000 
1,100,554 
4,233,288 
1,749,550 


7,283,392 


4.818.218 
3,860,000 

8.678.218 
1,100,554 
7,577,664 
1,354,537 

137,361 


686,358 

4,287,999 

15,836,090 

20,810,447 

820,514 

19,989,933 


$36,342,887 


996,880 

3,735,832 

1,704,317 

2,813 

6,439,842 

5.597.225 
3,960,000 

9.557.225 
996,880 

8,560,345 

1,328,419 

141,405 


686,358 

4,287,999 

15,196,870 

20,171,227 

820,514 

19,350,713 


35,820,724 


See accompanying notes to consolidated financial statements. 










































The AAV Companies 

Consolidated Statements of Earnings 

Years ended February 28,1977 and February 29,1976 



1977 

1976 

Revenues: 



Sales ,,,,,,.. 

. $88,467,101 

94,165,346 

Other income . 

. 334,267 

301,089 


88,801,368 

94,466,435 

Cost and expenses: 



Cost of merchandise sold. 

. 64,804,004 

70,311,351 

Selling, administrative and other 



operating expenses. 

. 19,774,227 

18,469,285 

Depreciation and amortization. 

. 2,011,391 

1,932,913 


86,589,622 

90,713,549 

Earnings from operations. 

. 2,211,746 

3,752,886 

Other expense (income), net: 



Interest expense . 

. 619,541 

692,924 

Miscellaneous, net . 

. (190,266) 

(303,725) 


429,275 

389,199 

Earnings before taxes on income. 

. 1,782,471 

3,363,687 

Income taxes (note H): 



Current . 

. 706,000 

1,547,000 

Deferred . 

. 47,000 

— 


753,000 

1,547,000 

Net earnings . 

. $ 1,029,471 

1,816,687 

Earnings per common and common 



equivalent share (note I) . 

. $ .82 

1.44 


See accompanying notes to consolidated financial statements. 
















































The AAV Companies 

Consolidated Statements of Changes in Financial Position 

Years ended February 28,1977 and February 29,1976 


Sources of working capital: 1977 

Net earnings. $ 1,029,471 

Charges (credits) to earnings which do not require 
working capital: 

Depreciation and amortization: 

Property and equipment. 1,976,288 

Intangibles. 35,103 

2,011,391 

Mortgage loan expense. 18,286 

Net loss (gain) on disposal of property and equipment .... 49,642 

Provision for deferred income taxes. 47,000 

Compensation recorded under Performance Share 

Option Plan. — 

Working capital provided by operations. 3,155,790 

Proceeds from sale of property and equipment. 133,537 

Proceeds from additions to long-term debt. 152,049 

Total sources of working capital. 3,441,376 


Uses of working capital: 

Cash dividends. 390,251 

Purchase of treasury shares. — 

Purchase of property and equipment. 2,659,998 

Current installments and repayment of long-term debt. 1,134,730 

Goodwill and other intangibles purchased. 207,364 

Increase in non-current advances and receivables. 91,360 

Rent and other expenses under lease commitment. 29,523 

Other, net. 71,521 

Total uses of working capital. 4,584,747 

Increase (decrease) in working capital. $ (1,143,371) 


Changes in components of working capital: 

Increase (decrease) in current assets: 

Cash. $ (348,485) 

Trade receivables. (560,368) 

Other advances and receivables. 7,547 

Merchandise inventories. 307,937 

Advances on customer commissions. (63,677) 

Prepaid expenses . 12,232 

Refundable income taxes. 344,993 

(299,821) 

Increase (decrease) in current liabilities: 

Short-term notes payable. 200,000 

Current portion of long-term debt. 103,674 

Trade accounts payable. 497,456 

Other payables and accrued expenses. 45,233 

Income taxes payable. (2,813) 

843,550 

Increase (decrease) in working capital. $ (1,143,371) 


1976 

1,816,687 


1,888,618 

44,295 

1,932,913 

18,286 

(15,260) 


10,645 

3,763,271 

128,614 


3,891,885 


343,297 

23,000 

1,975,516 

996,926 

32,131 

158,400 

29,480 

154,893 

3,713,643 

178,242 


(532,344) 

413,188 

6,178 

485,182 

(143,620) 

(14,281) 

70,103 

284,406 


(26,948) 

272,114 

169,622 

(308,624) 

106,164 

178,242 


See accompanying notes to consolidated financial statements. 













































































The AAV Companies 

Consolidated Statements of Shareholders' Equity 

Years ended February 28,1977 and February 29,1976 



Common 
shares, no 

Additional 

paid-in 

Retained 

Treasury 


par value 

capital 

earnings 

shares 

Balance at February 28, 1975 . 

. . . $686,358 

4,277,354 

13,723,480 

797,514 

Net earnings. 


— 

1,816,687 

— 

Cash dividends, $.27% per share. 


— 

(343,297) 

— 

Common shares purchased, 4,000 shares . . . 

— 

— 

— 

23,000 

Compensation recorded under 

Performance Share Option Plan. 

_ 

10,645 

_ 

_ 

Balance at February 29, 1976 . 

. . . 686,358 

4,287,999 

15,196,870 

820,514 

Net earnings. 


— 

1,029,471 

— 

Cash dividends, $.31 per share. 


— 

(390,251) 

— 

Balance at February 28, 1977 . 

. . . $686,358 

4,287,999 

15,836,090 

820,514 


See accompanying notes to consolidated financial statements. 




































The AAV Companies 

Notes to Consolidated Financial Statements 

February 28,1977 and February 29 ,1976 


(A) Summary of Significant Accounting Policies 

(1) Principles of Consolidation 

All of the Company's subsidiaries are wholly- 
owned and their accounts are included in the 
accompanying consolidated financial statements. 
All material inter-company balances and 
transactions have been eliminated. 

(2) Inventories 

Inventories are stated at the lower of cost 
or market. The method of determining cost for the 
cigarette portion of the Company's inventory 
is the last-in, first-out (LIFO) method. Determi¬ 
nation of cost for other items included in 
inventory is based upon the first-in, first-out (FIFO) 
method. 

(3) Property and Equipment 

The Company currently provides for depreciation 
and amortization over the estimated useful lives of 
the respective assets using annual rates as follows: 


Buildings and improvements. 35 to 45 years 

Vending equipment — purchased new.. 4 to 8 years 

Vending equipment — purchased used.. 4 to 6 years 

Office and other equipment. 10 years 

Automotive equipment . 4 years 


Depreciation is generally provided under the 
straight-line method for financial statement 
purposes whereas for income tax purposes the 
Company depreciates a substantial portion of its 
property and equipment under accelerated methods. 

The Company has entered into agreements 
with the State of Ohio and the City of Solon, Ohio 
to lease plant facilities located in Cincinnati 
and Solon, Ohio financed with the proceeds from 
issues of Industrial Revenue Bonds. The leases 
expire in 1993 and 1997, respectively, with the 
Company having an option in the first lease 
and an obligation in the second to purchase the 
properties for a nominal amount at expiration. 

The leases have been recorded as purchases of 
properties which are being depreciated over their 
respective estimated useful lives. 


Maintenance and repairs are charged to expense 
as incurred. Costs of renewals and betterments 
are capitalized. At such times as properties are 
disposed of, the cost and accumulated depreciation 
thereon are removed from the accounts and 
any gain or loss on such disposition is reflected in 
the consolidated statement of earnings. 

(4) Intangibles 

Goodwill acquired prior to November 1 , 1970, 
is not being amortized since there has been no 
diminution in value. Goodwill acquired subsequent 
to October 31, 1970 is being amortized over 
a period of forty years in accordance with present 
accounting principles, although the Company 
believes there has been no diminution in value. 

(5) Income Taxes 

The Company files a consolidated Federal income 
tax return with its subsidiaries. 

No provision has been made for income taxes 
on the undistributed earnings of subsidiaries since 
all of these earnings have been or are expected 
to be reinvested. The undistributed earnings 
amounted to $15,975,210 and $14,735,216 at 
February 28,1977 and February 29, 1976, 
respectively. 

The tax benefits derived from the use of accele¬ 
rated methods of depreciation for tax purposes 
have been deferred and will be payable when 
financial statement depreciation on these items 
exceeds tax depreciation. 

The Company accounts for the investment tax 
credit on the flow-through method. 

(6) Pension Plan 

The Company's policy is to fund actuarially 
determined pension costs. Past service costs are 
being amortized over 30 years. 

(7) Stock Options 

Under the qualified plan, there are no charges 
to income and no accounting entries are made 
until the options are exercised. Under the 
Performance Share Option Plan, the Company 
records a charge to earnings and a credit to 
additional paid-in capital for shares potentially 
earned, based on earnings performance levels 
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achieved, to the extent the fair market value of such 
shares exceeds the option price at fiscal year-end. 
Upon exercise under both plans, the common 
share account is credited with the stated value of 
the shares issued and additional paid-in capital 
is adjusted to reflect the balance of the option price. 

(B) Reclassifications 

Certain reclassifications have been made to 
1976 information to conform with the presentation 
for 1977. 

(C) Merchandise Inventories 

Cost of the cigarette portion of the Company's 
inventory of approximately $2,199,000 in 1977 
and $1,764,000 in 1976 is determined by the last-in, 
first-out (LIFO) method. Determination of cost 
for other items included in inventory is based upon 
the first-in, first-out (FIFO) method. If all 
inventory costs were determined on the FIFO 
method, inventories would have been 
approximately $424,000 and $326,000 higher than 
reported at February 28, 1977 and February 29, 
1976, respectively. 

During 1977, cigarette inventory quantities of 
several subsidiaries were reduced. This reduction 
resulted in a liquidation of LIFO inventory 
quantities carried at lower costs prevailing in prior 
years as compared with the cost of 1977 
purchases, the effect of which increased net income 
by approximately $30,700 or $.02 per share. 

(D) Intangible Assets 

Intangible assets consist of the following: 

1977 1976 

Goodwill — vending 

companies purchased. $7,732,542 7,541,652 

Goodwill — non-vending. 1,645,918 1,682,180 

Other . 10,378 15,090 

$9,388,838 9,238,922 

Goodwill included in the above summary of 
$1,064,918 and $889,939 in 1977 and 1976, is being 
amortized and is shown net of accumulated 
amortization of $93,251 and $72,901, respectively. 


(E) Notes Payable and Long-term Debt 

A description of the long-term debt follows: 



1977 

1976 

Note payable to a bank, pay¬ 
able in quarterly installments 
of $100,000 through July 1, 
1981. Interest is at V2% above 
the prime bank rate. The cur¬ 
rent rate of interest on this 
note is 6.75%. 

$1,800,000 

2,200,000 

A 6Vz% note to an institutional 
investor payable in annual in¬ 
stallments of $320,000 with a 
final payment of $300,000 due 
June 1, 1982. This note was 
issued with warrants, expiring 
June 1, 1977, to purchase 
100,000 common shares at $7 
per share. 

1,900,000 

2,220,000 

Mortgage notes payable in 
various installments with in¬ 
terest rates varying from 6V4 % 
to 7 1 /i % per annum. 

212,479 

239,237 

Notes issued in connection 



with the acquisition of Stan¬ 
dard Cigar & Tobacco Co. 
payable in quarterly install¬ 
ments of $37,520 through 
August 1, 1982, with interest 
at Vi% above the prime bank 
rate but not to exceed 6%. 
The notes are secured by cer¬ 
tain assets of Standard Cigar. 

787,910 

937,988 

Other notes payable maturing 
through 1979 . 

117,829 

— 

Rental payments under long¬ 
term lease obligations. Rental 
payments are set at amounts 
sufficient to meet the semi¬ 



annual interest and principal 
requirements of two issues of 
Industrial Revenue Bonds as 



they become due. Such require- 
ments will vary between 
$340,000 and $355,000 per 
year through 1993 and approxi¬ 
mate $270,000 thereafter to 
1997. Interest rates vary from 
5 V2 % to 6 7 /s % depending on 
the term of the bonds. Prin¬ 
cipal amount . 

3,860,000 

3,960,000 

Total long-term debt .... 

$8,678,218 

9,557,225 


Interest expense includes interest on bonds, 
mortgages and similar long-term debt of $609,293 
and $690,778 in the years ended February 28, 

1977 and February 29, 1976, respectively. 





























The debt agreements contain restrictions on 
the Company with respect to maintenance of 
working capital, payment of cash dividends and 
use of cash for purchase or redemption of 
common shares. The Company is in compliance 
with these restrictions. At February 28, 1977 
and February 29, 1976, retained earnings totaling 
$5,208,140 and $5,083,655, respectively, were 
free of such restrictions. 

There were no compensating balance 
arrangements during either of the years ended 
February 28, 1977 or February 29, 1976. 

Land, buildings and certain equipment are 
pledged as security for mortgage notes and 
capitalized leases. Life insurance policies with a 
cash value of $287,189 at February 28, 1977, 
are pledged as security for certain long-term debt. 

The aggregate maturities of the long-term debt 
for the five years subsequent to February 28, 1977 
are as follows: 


1978 .$1,100,554 

1979 . 1,035,671 

1980 . 1,006,978 

1981 . 1,013,078 

1982 . 824,478 


The average amount of short-term debt out¬ 
standing during the year ended February 28, 1977 
was $119,500 with a related weighted average 
interest rate of 6.6%. The maximum amount of 
short-term debt outstanding during 1977 was 
$500,000. There was no short-term debt outstand¬ 
ing during the year ended February 29, 1976. 

(F) Stock Options 

Under the provisions of the Company's 
qualified stock option plan no additional options 
could be granted after April 30, 1974 and options 
outstanding were exercisable through February 7, 
1977. In fiscal 1977 no options were exercised 
and all remaining options expired. 

On June 26, 1973 the Board of Directors 
adopted a Performance Share Option Plan reserving 
100,000 shares for issuance to key employees. 
75,000 of these shares are reserved for issuance 
at not less than market value on the dates options 
are granted. The remaining 25,000 shares are 
reserved for issuance at a per share option price 
not less than 10% of the market value on the dates 


the options are granted. All options granted 
to date have been issued at amounts equal to the 
market value at the date of grant. Options are 
exercisable in full or in part on the basis of the 
Company's earnings performance over a three year 
period, commencing with the year in which the 
option is granted, and expire ten years from the 
date of grant. At February 28, 1977 options 
to purchase 25,240 shares are exercisable. 


Details pertaining to this plan for 1977 and 
1976 are as follows: 



Number 

of 

Shares 

Option Price 

Per Share Total 

Outstanding, 

February 28, 1975 . 

. 27,080 

$5,625-6.875 

$185,175 

Granted . 

. . 19,950 

5.125 

102,244 

Cancelled . 

. (2,380) 

5.125-6.875 

(14,578) 

Outstanding, 

February 29, 1976 . 

. 44,650 

5.125-6.875 

272,841 

Cancelled . 

(840) 

5.125-6.875 

(5,145) 

Outstanding, 

February 28, 1977 . 

. 43,810 

5.125-6.875 

$267,696 


(G) Pension Plans 

Pension expense under the General Employees' 
Retirement Plan of The AAV Companies totaled 
$145,388 in 1977 and $69,869 in 1976. Unfunded 
prior service costs approximated $463,000 and 
$254,000 at February 28, 1977 and February 29, 
1976, respectively. At February 28, 1977 the assets 
of the pension fund exceeded the actuarially 
computed value of vested benefits under the plan. 

In 1977, the fiscal year end of the General 
Employees' Retirement Plan was changed to 
coincide with the Company's year end, resulting in 
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increased pension expense of $24,500. 
Additionally, the effect of the Employee Retire¬ 
ment Income Security Act of 1974 was to increase 
pension cost by approximately $40,400 over 
the previous year. 

The Company and its subsidiaries also 
contribute to various trusteed pension plans under 
union agreements. The aggregate cost for these 
plans was approximately $157,000 and $143,000 in 
1977 and 1976, respectively. The Company has 
no past service liability under these plans. 

(H) Income Taxes 

Income tax is made up of the following 


components: 

u. s. 

Federal 

State and 
Local 

Total 

1977: 

Current . 

Deferred . 

.. . $ 606,100 
47,000 

99,900 

706,000 

47,000 


$ 653,100 

99,900 

753,000 

1976: 

Current . 

Deferred . 

. . . $1,386,300 

160,700 

1,547,000 


$1,386,300 

160,700 

1,547,000 


Deferred tax expense resulting from timing 
differences in the recognition of revenue and 
expense for tax and financial statement purposes 
was not material in 1976. In 1977, the sources of 
these differences and the tax effect of each 


are as follows: 

1977 

Excess of tax over book depreciation. $ 76,462 

Tax over book gain on sale of fixed assets (15,042) 
Reduction in accrued State income taxes 
which are not deductible until paid for 

Federal income tax purposes. 23,522 

Rent and other expenses under lease 
commitment, previously expensed 

on books . 14,171 

Deferred compensation expense deductible 

in future years for tax purposes. (19,633) 

Bad debt allowances charged to expense, 

not currently deductible. (23,869) 

Miscellaneous items. (8,611 ) 

Total deferred tax.. $ 47,000 


Total tax expense is less than the amount 
computed by applying the U. S. Federal income tax 
rate of 48% to earnings before tax. The reasons 
for these differences are as follows: 


Computed "expected" 

1977 

1976 

tax expense. 

Increase (reduction) in taxes 
resulting from: 

Investment tax credit on 

$ 855,586 

1,614,570 

asset purchases. 

(179,800) 

(148,274) 

Surtax exemptions .... 
State and local taxes, 
net of Federal income 

(13,500) 

(13,500) 

tax benefit . 

Non-deductible life 

51,933 

83,564 

insurance expense ... 

8,428 

12,494 

Amortization of goodwill 

11,739 

10,175 

Miscellaneous items ... 

18,614 

(12,029) 

Actual tax expense. 

$ 753,000 

1,547,000 


(I) Earnings Per Share 

Earnings per common and common equivalent 
share have been computed based on the weighted 
average number of common shares outstanding. 
The calculation assumes the exercise of stock 
options (note F) and warrants (note E) with the 
proceeds used to purchase common shares of the 
Company at the average market price throughout 
the periods where assumption of such exercise 
would have a dilutive effect on the calculation. 

(J) Lease Commitments 

In addition to the lease commitments recorded 
as debt as described in note E, the Company and 
its subsidiaries lease certain facilities and equip¬ 
ment considered operating leases. Rental expense 
under such arrangements amounted to $97,727 
and $75,318 in 1977 and 1976, respectively. 

Minimum rental commitments as of February 
28, 1977 under the non-cancellable portion 
of these leases are as follows: 

1978 .... 

1979 .... 

1980 .... 

1981 .... 

1982 .... 

1983-1987 

(K) Contingencies 

In March, 1977, a private lawsuit was filed 
against the Company alleging in substance, that 
the Company, through the industry wide practice 


$146,805 

146,305 

138,155 

120,505 

111,996 

195,933 




























































Accountants' Report 


of advancing commissions against future revenues 
to operators of vending locations, has acted 
in violation of antitrust laws. The plaintiff seeks 
$6 million in treble damages. Management is 
contesting this action and does not anticipate that 
the ultimate disposition of the lawsuit will have a 
material effect on the business or financial 
position of the Company. 

In December, 1976 an action was filed against 
the Company and an employee alleging that they 
and others (a subsidiary, other employees and 
customers) established or maintained a syndicate 
involving certain of the Company's amusement 
machines which allegedly provided free plays upon 
the attainment of a certain score, thus violating 
criminal statutes. Maximum fines which can be 
imposed against the Company on each of four 
separate counts is $50,000. Management is 
contesting this action and is of the opinion that 
the resulting liability, if any, would not have a 
material effect on the Company's financial position. 

In the opinion of legal counsel there is no 
reasonable possibility that the outcome of either 
of the above actions will be unfavorable 
to the Company. 

At February 28, 1977 the Company was 
contingently liable for approximately $95,000 of 
loans made by a local bank to several customers. 


(L) Quarterly Financial Data (Unaudited) 



1st Quarter 

2nd Quarter 

Sales . 

$24,074,220 

23,119,767 

Gross profit. 

$ 6,165,127 

6,016,447 

Net earnings. 

$ 465,265 

337,318 

Earnings per common 



and common 



equivalent share. 

$ .37 

.27 


3rd Quarter 

4th Quarter 

Sales . 

$20,981,399 

20,291,715 

Gross profit. 

$ 5,905,805 

5,575,718 

Net earnings (loss) .... 

$ 281,407 

(54,519) 

Earnings (loss) per 



common and common 



equivalent share. 

$ .22 

(.04) 


The following items, shown net of tax, 
represent the significant fourth quarter adjust¬ 
ments, each resulting in a decline in earnings and 
the related per share amounts: equipment write¬ 
offs $49,919 ($.04 per share); additional reserves 
for advances on customer commissions $53,054 
($.04 per share); and additional pension 
expense as described in note G $32,494 
($.03 per share). 


The Board of Directors and Shareholders 
The AAV Companies: 

We have examined the consolidated balance 
sheets of The AAV Companies as of February 
28, 1977 and February 29, 1976, and the related 
consolidated statements of earnings, share¬ 
holders' equity and changes in financial position 
for the years then ended. Our examination 
was made in accordance with generally accepted 
auditing standards, and accordingly included 
such tests of the accounting records and such 
other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the aforementioned consoli¬ 
dated financial statements present fairly the 
financial position of The AAV Companies at 
February 28, 1977 and February 29, 1976 
and the results of their operations and changes 
in their financial position for the years then 
ended in conformity with generally accepted 
accounting principles applied on a 
consistent basis. 

+c-. 

Cleveland, Ohio 
April 20, 1977 


















Principal Subsidiaries and Divisions 


District of Columbia 

Standard Cigar & Tobacco Division 

Florida 

Jacksonville, Orlando, Tampa 
AAV-United Service Company 

Illinois 

Chicago 

AAV-Pure-Nap Products Company 

Indiana 

(South Eastern) 

Wagg Service Company 

Kentucky 

Louisville 

Southern Music Company 
Wagg Coffee Service Company 
Wagg Service Company 

Maryland 

(South Central) 

Standard Cigar & Tobacco Division 

Michigan 

Detroit 

Market Music Company 
Market Vending Company 
Robot Services Company 

Ohio 

Cincinnati 

American Coffee Service Company of Cincinnati 
Stern Amusement Company 
Stern Music Company 
Stern Vending Company 


Cleveland 

Ace Tobacco Company 

American Coffee Service Company 

American Food Services Company 

American Nursing Home Consulting Company 

American Product Development Company 

AAV-Pure-Nap Products Company 

American Vending Sales Company 

APDO Company 

Emslee Products Company 

Hospital Specialty Company 

Swifty Food Company 

Columbus 

Ace Vending Company 

American Coffee Service Company of Columbus 
Dayton 

AAV-Corson Service Company 
Hamilton 

Butler County Vending Company 
Toledo 

American Coffee Service Company of Toledo 
Star Vending Company 

Pennsylvania 

(South Western) 

Beaver Valley Candy & Cigar Division 

Virginia 

(North Eastern) 

Standard Cigar & Tobacco Division 



George F. Pryor, who served as a 
Director of The AAV Companies 
since 1963, passed away on July 26, 
1976. He was a retired Vice President 
of The Cleveland Trust Company. 
Mr. Pryor was highly respected 
throughout the business community 
and by those who worked with him. 
His counsel, business insight and 
friendship will be missed by the 
Management and Directors of 
The AAV Companies. 
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Shareholders may obtain a copy 
of the Company's Form 10K Annual 
Report as filed with the Securities 
and Exchange Commission by 
writing to: 

Irving L. Kaplan 
Senior Vice President 
The AAV Companies 
31100 Solon Road 
Cleveland, Ohio 44139 
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